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American Embassy 
Sana, Yemen 


KEY BCCNOMIC IXDICATORS — YsMEN ARAB REPUBLIC 


All figures in millions US$ 
Time periods reflect fiscal year Egchange Rate: US$1= Yrls. 4.5 
(July to June) 


FY73 FY]4 FY75(est. ) 


Income, Production, Employment 

Mamifacturiig Establishments 362 387 
Value of Production $15.45 $16.20 
Per C» pita Income (industrial) 167 dol. 170 dol. 
Per © pita Income (nati:nal) 90 dol. 95 dol. 


Morey and Prices 
Money supply $103.58 $134.51 
Quasi mo.ey 24.97 25.82 27.66 
Credit to private sector 37.05 50.57 52.90 
Net claims on nt am 25553 18.51 23.25 
Generel Price Index (Sana 

1972 = 100 145 164 187 


Central Government Budget 

Rev: nue $43.74 $61.18 $81.70 
Expenditures 59.82 74.46 114.10 
Deficit 16.00 13.28 32.40 


Balance of Payments and Trade 

Balance of Trade Deficit $153.80 $179.40 3199.90 
Exports 8.20 13.70 14.80 
Imports 162.00 193.10 214.70 
Remittances, Services, Transfers 112.60 146.20 157.80 
Cash, Commodity Grants 23.40 3C.70 48.50 
Nor.—monetary Capital 26.40 37.40 42.80 
Increase in Banking Assets -14.20 21.90 27-40 
Balance in Current Account -17.80 -3.50 +6.40 


Major Exports 

Cotton $2.37 #503 $5.10 
Coffee 1.20 95 1.03 
Hides and Skins a3 66 -69 
Cotton Seeds 45 052 54 
Livestock oat 219 220 





Direction of Trade -—- FY74 FY75 


isxports 

China(PRC ) - $2.65 N/A 
South Yemen (PDRY) 97 N/A 
Soviet Union 035 N/A 
Saudi Arabia 82 N/A 


Japan 10 1/A 


Imports 

South Yemen (PDRY) $8.10 56.53 N/A 
Australia 5.92 5.53 K/A 
United Kingdom 4.84 4.92 N/A 
Japan 13.18 18.25 N/A 
Saudi Arabia 6.51 7.23 N/A 
West Germany 5.63 7.10 N/A 
USA 9.80 CY73 10.50 CY74 N/A 


1975 Census Results -—— 


Population within the Yemen — 5,237,893 
Yemeni populaticn abroad -= 1,234,000 
Total population of the Yemen -—— 6,471,873 


Largest cities: Sana (the capital).eccees 134,588 
Hodeida (main | 80, 314 
Tuiz (southern center)... 78,642 


Sources: Data and projections provided by or drawn from 
statistics of the Ministry of Finance, | inistry 
of “conomy, Central Bank of Yemen, Central 
Planning Organization and U.S. Department of 
Commerce, 





Summary 


Prospects for further expansion in the Yemen economy 

have looked especially bright during the past year. The 
1975 seasonal rains were the best in a decade, and despite 
an early frost this Fall, most observers expect a further 
upsurge in agricultural activity in 1976. 


Although the trade deficit worsened once again, this was 
more than offset by the high return of remitted income 

from Yemenis working in Saudi Arabia, the Gulf, and the 
United States. These remittances, plus continued Saudi 
budget subsidization, enabled the YARG to maintain both 

the value of the rial (Yrls. 4.5 = US$1) as well as overall 
fiscal stability in the face of an annual trade deficit now 
estimated at $200 million. 


The immediate implications of the reopening of the Suez 
Canal in June (these will be examined in a later report) 
were two-fold--the reduction of some consumer prices which 
accompanied the fall in shipping rates and the attendant 
increase in harbor congestion which further underscored the 
urgency of creating a modern port at either Hodeida or Salif. 


The most forward looking cabinet in the YAR's history was 
appointed in February 1975. Under its leadership, a fully 
decimalized currency was introduced, the first official 
population census was conducted, and a new and more liberal 
investment law was implemented. The country's first develop- 
ment plan (1974-76) made headway with particular effect in 
infrastructural areas. 


At the same time, the outlook for increased Yemeni exports 
remained dim. Salt failed to resuscitate as a major export, 
and neither South Korea nor Japan could be encouraged to 
take an active interest in the new mining and shipping 
facility located at Salif. Inreaction, the YARG at first 
restricted and then banned all Japanese imports in October 
1975 in an effort to stir a favorable response in Tokyo 

to the Yemen's repeated requests for some kind of compen- 
satory foreign assistance from their country's leading 
importer of consumer goods. 





In August 1975, the YARG secured an economic assistance 
package worth more than $500 million from Saudi Arabia. 
Projects in electiification, grain silo construction, and 
road building were among the areas emphasized. At the 
same time, the Saudis agreed to form a joint airline en- 
compassing both Saudia and Yemen Airways and to build a 
refinery capable of handling the YAR's increasing petrol- 
eum needs. 


CURRENT ECONOMIC SITUATION 


Agriculture -- 


Agricultural production at present accounts for some 80 
percent of the Gross Domestic Product (GDP). Not surpris- 
ingly, during the 1970-73 period, the GDP gew by only 

4 percent a year due to the drought-induced stagnation in 
the agricultural sector. This drought was dispelled by 
good rains in 1974 and 1975, and for the first time in 

a decade, the Sana water table obtained appreciable replenish- 
ment. (In recent years it has been dropping three meters 

a year.) This improvement was only temporary, however, and 
the Sana water table is reportedly falling again now that 
the rains have ended. 


Virtually all of the YAR's meagre exports are from the 
agricultural sector and include cotton, cotton seeds, and 
coffee. Food grains such as sorghum, millet, barley and 
wheat are grown for local consumption and form the bulk 
of the principle crops. Only modest quantities of the two 
main cash crops--coffee and cotton--are grown with the 

exception of gat which is an important local 
cash crop which thrives in most areas of the country. 
During the year, the largest production increases were 
reported in corn, sorghum, vegetables, and grapes as the 
following chart illustrates. 


Foodstuff Production in the Yemen 
(thousands of tons) 


Item FY 72 FY_ 73 
Miliet & Sorghum 1023 902 
Corn 80 80 
Barley 177 164 
Sesame 2 2 





FY 72 73 FY 74 


Pulses 60 56 64 
Potatoes 58 64 64 
Vegetables 137 150 150 
Fruits 60 60 60 
Grapes 35 35 31 


Cotton, Cotton, together with cotton seeds, has become the 
Yemen's leading export and accounted for an estimated 35 
percent of FY 75 exports. Cotton exports were over 5000 
tons in FY 74 and are estimated at 6500 tons in FY 75. In 
1973, cotton and cotton seed exports were worth $4 million, 
while in 1974 these exports were worth over $5.2 million. 
Due to heavy rains, cotton production increased considerably 
during the year from 20,400 tons in FY 74 to an estimated 
26,000 tons in FY 75. A good proportion of the cotton is 
used by the Chinese-built textile factory in Sana, although 
limited ginning capacity is a serious constraint to produc- 
tion. This problem should be overcome in a few years' time 
following construction of a large Chinese-built ginning 
facility and second textile factory in Hodeida and moderniza- 
tion of the machinery in Sana. 


Cotion and Cotton Seed Production 
(in tons) 


FY 70 wz 73 FY 74 FY 75 (est.) 


Cotton 1919 18,470 20,400 26 ,000 
Cotton Seeds 1193 11,742 15,027 18 ,044 
Cotton Lint 726 6,728 7,328 7,956 


Coffee. Although coffee production has declined over the 
past several years (from 2054 tons in 1972 to 1407 tons in 
1973), there has been a continued world demand for the rich 
Yemeni blend. Rains were uniformly good in the two coffee 
producing regions this year, and there was considerable re- 
planting of trees destroyed by 1974's disastrous floods in 
the Heraz region which destroyed an estimated 30 percent 

of the trees in some areas. The value of coffee exports 

in FY 75 is estimated at around $1 million, a small 





increase over FY 74. 


Qat. Qat is insignificant as an export crop, the main 
market of South Yemen having been closed in 1972. It 
remains an important domestic cash crop, however, as a 
good proportion of the male and female adult population 
chews its leaves at least once a week to obtain a mild 
stimulating effect. No production figures are available, 
although the Central Planning Organization estimates 
that gat is cultivated on 10 percent of the arable land. 


Livestock. Livestock are not particularly prominent in 

the Yemen, although the improvement in the availability 

of feed engendered by good rains in 1974 and 1975 has 
raised the prospects for slight increases in livestock 
numbers. There are growing possibilities that a dairy 
project will be started in the Yemen in 1976 with either 
Danish or Dutch assistance, but-there can be no large 
improvement in livestock quantity or quality until a readily 
available supply of annimal feed is assured. 


Estimated Number of Livestock 
Estimated Number Qiaqeivestock 


Year Cattle Sheep & Goats Camels Horses Donkeys Total 


1965 1260 11,600 55 3 N/A 12,918 
1973 810 9,500 100 4 600 11,014 
1974 820 9,950 100 610 11,484 


Minerals. Very little has been done in the way of mineral 
exploration withthe exception of salt production. Some 
research into silicas and copper was undertaken by Algerian, 
Italian, Romanian, and Soviet teams but without commercial 
result. The United States is continuing a program of LANDSAT 
satellite imagery and analysis using U.S. Geological Survey 
(USGS) resources in Washington and field surveys. Addition- 
ally, Abu Dhabi has agreed to finance a $20 million mineral 
survey of the entire country. Although no contract has been 
signed, both the USGS and a German team are under consider- 
ation. 





Salt. Despite the construction, with Kuwaiti assistance, 

of a modern salt mining and exporting facility at the natural 
harbor of Salif, there are no immediate prospects that 

salt will regain its former prominence as a Yemeni export. 

In 1971, salt exports were worth $477,000. In 1973, total 
salt exports were valued at only $8,000 and no exports 

were reported in 1974. Considerable pressure has been 
exerted on both South Korea and Japan to import Yemeni 

salt So far, only South Korea has agreed (but only inform- 
ally) to buy 50,000 tons for each of the next three years. 


Petroleum. No oil is produced in the Yemen Arab Republic, 
although two concessions were awarded to companies wishing 
to explore both in the Red Sea and on the coastal Tihama 
plain. Shell is expected to drill its first exploratory 
well in the Red Sea sometime in January 1976, although 

the prospects for a significant strike are low. Toyomenka- 
Santa Fe--which had concessions both in the Red Sea and in 
the Tihama--declined to proceed further with its operations 
in September 1975 due to the cost factors involved. 


Manufacturing and Commerce. There is no manufacturing 
sector in the Yemen, although some light industry has been 
established in certain fields such as cigarettes, textiles, 
plastic shoes, nails, and household utensils. The Sana 
textile/ginning complex is the largest manufacturing enter- 
prise in the Yemen and employs over 1600 men and women. No 
other company approaches this number, although the cement 
factory at Bajil and the cigarette and petroleum companies in 
Hodeida all employ close to 300 persons. The manufacturing 
sector is estimated to contribute only about 6 percent 

to the GDP. 


The Yemen Government is attempting to stimulate manufacturing 
by establishing--in conjunction with the International Develop- 
ment Association--an industrial estate in Sana. Combined 

with the liberal concessions provided by the new investment 
law, the Ministry of Economy hopes to encourage the establish- 
ment of light industries in fields such as battery, glass, 

and pharaceutical tablet manufacture. 





The leading commercial center of the country is the port of 
Hodeida, followed by Sana and Taiz. Although few foreign 
companies have established offices in the Yemen (NCR is the 
only US manufacturer with a resident office), commercial 
activity is increasing as is evidenced by activity in the 
banking sector. The First National City Bank and the Bank 
for Credit and Commerce (affiliated with the Bank of America) 
opened officesin Sana in 1975. The British Bank of the Middle 
East (now in Hodeida and Taiz) is pressing its application 
for a Sana branch, while the French Banque de 1*Indochine is 
opening an office in Taiz. Other less active banks already 
established in the Yemen include the United Bank, the Arab 
Bank, and the Habib Bank. 


Tourism. Despite its reputation as the most exotic country 
of the Middle East, the Yemen has not developed tourism to 
any extent but has, instead, preferred to place emphasis 

on genuine economic development. Although comfortable hotels 
exist in Sana, Hodeida, and Taiz, room shortages are often 
apparent, particularly in Sana where only 87 rooms are available 
in the three most comfortable hotels. The number of ccmfort- 
able second class hotel rooms increased during the year, 
however, with the opening in Sana of two tourist hosteleries. 
Two large hotels are currently under construction, one 
actively and one not. 


Tourists are common only in the main cities of the Yemen. The 
great majority of these tourists are French (about 2300 
annually) who visit the country on package tours from 
Djibouti. American tourists are rare, although there are a 
few hundred Western European visitors every year. 


In 1974, the tourist department opened a small but comfortable 
rest house at Marib, the site of major Sabean ruhs, and Yemen 
Airways offers a bi-weekly DC-3 service to the area. But 

most of the great archaeological sites are either inacessible 
or completely devoid of any amenities. The leading lures 

for tourists remain Yemeni architecture--still remarkably 
preserved even in Sana--and markets filled with antique guns, 
lamps and knives. The prices for these itmes have tripled 
and in some cases quadrupled since 1973. 





Several Yemeni tourist agencies have been established over 
the past three years. Plans are being discussed to form 

a local corporation which wuld construct and supervise 
rest houses and operate micro-bus tours to several interest- 
ing areas of the country. 


GOVERNMENT & FINANCE 


Budget Performance. The Yemen Government is continuing its 
attempts to systemize the collection of revenues and the 
payment of obligations. "Scientific" budgets have been 
introduced since FY74, although they have met with only 
mixed success. The majority of ministries--including such 
important ones as Health--still labor under antiquated 
administrative practices, and the receipt and disbursement 
of funds is often inadequately recorded. 


Overall, the Yemeni budgetary situation is extremely weak 
and vulnerable because of the small tax base and the increas- 
ing dependence on foreign aid in financing even current 
expenditures. Current revenues, based largely on customs 
duties, amounted to only 73 percent of current expenditures 
in FY 73 and to 85 percentin FY 74. The current deficit in 
FY 74 was $13.28 million, and rose to $32.4 million the 
following year. The deficit in FY 76 is expected to be 
$59.6 million. Subsidies from Saudi Arabia are expected to 
be equivalent to one-third of the anticipated expenditures 
in FY 76, about the same percentage as in the two preceeding 
fiscal years (versus 22 percent in FY 73). 


Reserves. The overall foreign exchange reserves of the 
Central Bank have increased substantially in recent years, 
reaching a value of about $153 million as of June 30, 
1974. Of this amount, only $83 million represented free 
reserves, the balance being mainly blocked accounts held 
at the Central Bank of Egypt. These free reserves were 
equal to about 40 percent of estimated imports at FY 75 
levels. On June 30, 1975, total gross reserves were 
estimated by the Central Bank to be $230 million. 


External Debt and Debt Servicing. As of June 30, 1974, the 
external public debt was estimated at $339 million, of 
which $138 was undisbursed. The major creditors were the 
Soviet Union, China (PRC), West Germany, Saudi Arabia, 





the Kuwait Fund and the World Bank. The debt service in 
1974 was $12 million and will reach an estimated $20 million 
in 1975 and perhaps $23 million in 1976. 


The 1975-76 Development Plan. The Yemen's first development 
plan was begun on schedule in early 1974, and a semnd plan 

is now being drafted by the Central Planning Organization. 
Investment outlays in the first plan are projected at $208 
million with the public sector expected to provide about 

$178 million of this total. Given the lack of domestic savings, 
most of this public investment has been provided by foreign 
assistance. 


The first plan's emphasis has been on communications, agri- 
culture, and education. Although large projects are planned 
in the agricultural and educational sectors, the most tangible 
results have been in the communications area. The Sana-Taiz 
road has now been paved, and new road building projects are 
about to begin along the Rada-Bayda, Taiz-al-Mafraq, and 


Sana-Marib routes. 
The Trade Balance and the Role of Remittances 


Balance of Trade. Despite the lack of comprehensive trade 
statistics, it is apparent that the substantial and increasing 
foreign trade deficit continues to be a dominant character- 
istic of the YAR economy, offset only by the equally significant 
amount of foreign exchange remittances returned by Yemenis 
working abroad. In FY 75, Yemeni imports were estimated at 
$214.7 million versus imports worth $173.1 million in FY 74. 
Exports during the same period increased from about $13.7 
million in FY 74 to $14.8 million in FY 75. Imports from 

the US rose from $9.8 million in CY 74 to $10.5 million in 

CY 75, but these figures include large amounts of foreign 
assistance PL-480 commodities and project goods which entered 
the Yemen on a duty-free basis. 


Ban on Trade with Japan. Over the past several years, Japan 
has steadily increased her hold over a growing slice of the 
Yemen's import market. In FY 73, direct imports were worth 
over $13 million, climbing to over $18 million in FY 74. 

In addition, several million dollars of Japanese goods 





were imported into the Yemen from Saudi Arabia and South 

Yemen and are not recorded in the official trade statistics 

as being Japanese in origin. Through 1972, however, Japan 
was the major customer for Yemeni rock salt, importing a 

total of 16,600 metric tons in that year. After 1972, 

Japanese purchases of Yemeni goods largely ceased, and the 
direct trade deficit by FY 73 reached $13.2 million or more 
than one and a half times the total value of all of the Yemen's 
exports in that year. 


Despite Yemeni attempts to reinterest the Japanese in salt 
purchases, and in spite of Japanese promises to provide 
economic assistance, no Japanese aid or investment has been 
forthcoming. In reaction, on October 15, 1975 the Yemen 
Government announced a partial restriction on Japanese 
imports--a restriction which has since become a general ban 
on all new Japanese goods with the exception of spare parts. 
A YAR delegation is expected to visit Japan to discuss the 
issues involved, but until the matter is settled, American 
manufacturers have an unusual opportunity to re-introduce their 
products in marketing areas which were increasingly Japanese 
preserves. 


Yemeni Remittances and the Balance of Trade Deficit. Remittances 
from Yemenis working abroad have their greatest impact in 
counteracting the large and growing balance of trade deficit. 
The following chart estimates the size of the trade deficit 

in relation to the remittances for the years FY 72 through 

FY 75. The remittance figure includes the amounts officially 
recorded by the Central Bank as well as estimates of the 

amounts entering the YAR from outside of the banking system. 


Trade Deficit and Remittance Figures 
(millions US$) 


Trade Deficit Remittances 


40.0 87.3 
153.8 173.0 
179.4 a7 6S 
299.9 250.0 





IMPLICATIONS FOR THE UNITED STATES: THE ATTITUDE TOWARDS 
FOREIGN INVESTMENT 


With a population estimated at almost half of the entire 
Arabian Peninsula, the Yemen presents a marketing opportunity 
for U.S. firms which should not be overlooked. A strong 
foreign exchange posture--annually renewed by remittances 
from abroad--should be an additional factor of encourage- 
ment. 


Aside from the pro-business attitude of the present cabinet, 
the new 1975 investment law--known as Law Number 18--was 
specifically designed to encourage useful investment by 
foreign companies. Three types of investments are noted by 
Law Number 18--national, foreign, and joint capital. Con- 
fiscation or nationalization of investments is specifically 
prohibited under the law without payment of just compensation 
to the owners with provision for the repatriation of the 
foreign capital investment abroad. No definite proportions 
for Yemeni and foreign personnel are stipulated. 


Law Number 18 delineates four investment categories--industrial, 
agricultural, animal resources, and tourism--each of which 

has an investment minimum which must be met before a given 
project can qualify for the law's concessions. For instance, 

a joint capital project in the industrial sector requires an 
investment of only $125,000, while a joint capital tourism 
project requires an investment of $1.5 million. 


Projects which have been issued investment permits by the 
Ministry of Economy will be eligible for the following exemp- 
tions and concessions: a) a five year exemption from pay- 
ment of customs duties and import charges for all machinery, 
equipment, spare parts and--in the case of tourism projects-- 
building materials; b) the above exemption period may be 
extended for up to three additional years with the approval 
of the Council of Ministers; c) a 25 percent (C.I.F.) reduc- 
tion of all taxes, customs duties, and import fees on all 
raw and primary products used or produced by a project 

for a period of five years. The Investment Exemption 
Committee (chaired by the Minister of Economy) will deter- 
mine the products included in this concession as well as the 
amount of the reduction itself; d) with the approval of 





the Investment Exemptions Committee, industrial 
projects may be further exempted from all export 
taxes and production duties. 
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Telephone Directory of 
Country Marketing Managers 


Commercial and economic information on most trading partners of the United 
States is available from the Bureau of International Commerce, U.S. Depart- 
ment of Commerce. 


The Bureau is organized geographically with a Country Marketing Manager 
responsible for a country or group of countries as listed below. Assistance or 
information about marketing in these countries may be obtained by dialing 
these key people directly: 202-967 plus the given extension. 


Africa Far East 
West and Central Africa 3865 Australia and New 
East and South Africa 4927 Zealand 
Europe East and South Asia 
France and Benelux Japan 
Countries 4504 Southeast Asia 
Germany and Austria 5228 Latin America 
Italy, Greece and Turkey 3944 Brazil, Argentina, 
Nordic Countries 3848 Paraguay and Uruguay 5427 
Spain, Portugal, Switzer- Mexico, Central America 
land and Yugoslavia 2795 and Panama 2314 
United Kingdom and Remainder of South 
Canada 4421 America and Caribbean 
Countries 2995 


Special units within the Department of Commerce have been created to deal 
with particular marketing situations: 


Commerce Action Group for the Near East 


North Africa 5737 
Near East 
Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yemen, Qatar, 
Saudi Arabia, Syria, United Arab Emirates, Yemen 
Arab Republic 5767 
Iran, Israel, Egypt 3752 


Bureau of East West Trade 


Eastern Europe 
USSR 
Peoples Republic of China 


vy U.S. GOVERNMENT PRINTING OFFICE: 1976—210-946/65 3-1 








